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from: Commander, Maval Se2 Systems CDongnznd
Tin: hgsistant Fecretery of the Newy {(Financial Management and

Commtrollar)

Subd: CONVERTING COST REIMBURSABLE PROSECT ORDERS TC FIXED-PRICE
AOREEMENTES ' '

Refl: (a) Dol Fipnancial Managemsnt Regulartion (FME) Volume 11A

1. The purpose of this letter is te Formally forward our reguest
e eliminate the pefaratice (a) regauirement to convext & oost
reimbursablie project order Lo fzxed-price agreement: before
reaching 50 percent of eirher scheduled time or predicted cost.
This is anp action iten we motwally zgreed to during a follow-on
meeting in April on actions reguired o comply with PORT Report
recommendztions on the uze of project orders for shiz maintenatoe
Wk .

' 2. EReference ({2) states that cost reimburssols projsct orders
may De converted to a [ixed-price basis, provided all of the
condivicons. socverning the use of fixed price project orders ars
present. As sugh, it requires definite specifications, no
zubstantial contingencies, and 2 s=tizfactory Ccost estimating
system that is comsistently applied. In addition, reference (&)
provides that the conversien must occur prior ©¢ incusnying
5o percent of the toral cosc of the woxk, or 50 percent of the
period of performance, whichever comes first.

2. The context wmakes= it clear thet the purpose of these
restrictions on fixed pricing is to ensure that the working
capital fund is not subject to vnwarrented fipancial rigks. We
believe that the reguirements relsted to specificatisns,
mentingencies, and cost estimeting sysziemsz zre themselves
sdegquate to ensure that no unduwe riszk is oresent. Indeed, if
conversicn of a project order from cost reimbursable to fixed
‘wriced sccours after the passage of 50 oercent of cost of Lime,
the risk is actually iower than if the conversion occurs garlier.
Tt follows that the S0 percent restricbion does pot SBIve &
cignificant or usaeful purpese in procacting the finaneial

" solvensy of the working capital fnd.
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L., At khe same time,. the ability of the fund to provide a
fixed price zrrangement for sShip maintenance work dogs provide
cur Flest customers, with significant finaacial management
advantages. When thev can he assured of the full extent of their
financizl exposure on previously ondersd shipwork, they more
brecisesly plan tThe execution of the remaining mudgeted work. As
the end of a Siscel yeary aoproaches, the need to hold =
corbingency could resalt in = deciszion oo cancel plinned and
budgeted work. As a result, the Navy benefits by fuller
utilization &f availakle funds.

. Thirpd, chere iz a particular mecd for thiszs relief in the
case of ship repair. Specifically, for shipwork of longer
duration, it takes time for the shipyard apd customer to define
the work te the point where there are ng substantial
contingencies, as doing so often reguires partizl disassembly and
inspection. Performing partial disasserbly and inspection then
dﬂcumenting the resulting work package frzguently invelwves taszks
that extenct bevond the time when 50 percent point of the work
would have ooturred. Por shipwork of short duration, the length
of performance may nobt allow fox the conversion within the time
frame. In poth ¢ases, despite being in o position wherse & fixed-
price agreement is zdvantogeous To bhoth the performing activity
and the customer, the *50 percert ruele” arbitrarily deprives the
Department of rsaching & [ixed-price =greement.

3. In sumnary. the non-statutory *6O percent”™ reguirement
represents a business practice that iz mot consistent with
private industry practice, working capital fund finsncing risks,
or peeded zhip maintensnce program execution flexibility. Having
definite gpecificaticnes, no subpstankisl contingeancies, and 2
satisfsatory cost astimating gsyztem provides sufficient
guidelines for ensuring apmropriste oonversicon of cost
reimburaable project ostders to fixed-price agreements. I
therafore reguest your assistance in eliminating the ™SO0 percent”
requirement from che Dol FMR as detziled in reference (&),

T. T. McGUIERE
Comptroller /Deputy Commandes

[=Fars
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